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LETTER OF SUBMITTAL 


Unrrep Srates SENATE, 
PREPAREDNESS INVESTIGATING SUBCOMMITTEE, 
February 18, 1957. 
Hon. Ricuarp B. Russet, 
Chairman, Committee on Armed Services, 
United States Senate. 

My Dear Mr. Cuatrman: There is submitted herewith the 10th 
report of the Preparedness Investigating Subcommittee, created by 
action of the committee under Senate Resolution 48, 85th Congress. 

With billions of dollars being spent annually for the purchase of 
new equipment by the military departments, it is mandatory that the 
Preparedness chaneaaitlen in the proper discharge of its responsi- 
bility, periodically review procurement actions to determine if the 
public interest has been adequately protected. 

This report is a summary of our investigation concerning the award 
of a contract to Alco Products Co., Inc., of Schenectady, N. Y., for the 
production of 900 M-48A2 medium tanks. This contract represents 
the expenditure of approximately $120 million in Government funds. 

Numerous other inquiries and investigations are being conducted 
by the subcommittee, the results of which will be transmitted to you 
as rapidly as they are completed. 

Respectfully, 
Lynvon B. Jounson, 
Chairman, Preparedness Investigating Subcommittee. 
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INVESTIGATION OF THE PREPAREDNESS 
PROGRAM 


I. INTRODUCTION 


Among the numerous billions of dollars spent annually in the na- 
tional-defense effort of the United States, probably the greatest per- 
centage thereof is spent on the purchase of new items of military equip- 
ment. 

The Preparedness Investigating Subcommittee deems it incumbent 
in the proper discharge of its responsibility to periodically study these 
procurement actions to determine if they have been carried out in the 
best interests of the American people. In other words, has the pub- 
lic interest been adequately protected ? 

Recently, a member of the subcommittee brought information to the 
attention of the subcommittee concerning a procurement action under- 
taken by the Department of the Army. It placed in issue whether 
the public interest had been protected. 

The procurement action concerned a contract entered into between 
the Department of the Army and Alco Products Co., Inc. (formerly 
American Locomotive Co.), of Schenectady, N. Y., and had as its goal 
the production of 900 M-48A2 medium tanks. Moneywise, this con- 
tract represented perhaps the largest transaction for military equip- 
ment consummated by the Army during fiscal year 1956, as the pro- 
jected expenditure totaled almost $120 million in Government funds. 

Some of the more important issues presented to the subcommittee 
for investigation were the following: 

1. Whether the Chrysler Corp. rather than Alco Products, Inc., 
was actually the low bidder and hence should have been awarded the 
contract; 

2. Whether the preparedness program of the United States for the 
sears of tanks was retarded by Sr Arne. the contract to Alco 

roducts instead of the Chrysler Corp. Alco Products was reported 
to be an assembler of tanks whereas the Chrysler Corp. was stated 
to be a producer of tanks; 

3. Whether Alco Products Co., Inc., could meet the delivery schedule 
laid down by the Department of the Army for the production of 
M-48A2 medium tanks; and 

4, Whether the demand for tanks to meet the requirements of our 
Armed Forces and those of the foreign nations receiving tanks under 
the mutual defense assistance program (MDAP) would far exceed our 
current production. 

This report represents a summation of the subcommittee’s inves- 
tigation into one of the largest and most complex contract negotia- 
tions entered into between the Department of the Army and a com- 
mercial organization. 
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It was found that some of the Army’s actions relative to this 1956 
procurement of tanks were unrealistic and indecisive. Evidence is 
already available that some of these actions may be perpetuated rela- 
tive to the proposed purchase of tanks during fiscal year 1957. It is 
the hope of the subcommittee that this report may be timely and pre- 
vent their recurrence. 


II. BACKGROUND 


The Department of the Army in May 1955, advised all experienced 
tank producers in the United States of an anticipated procurement 
and requested these producers to indicate their interest in submitting 
a competitive proposal for the production of M-48A2 medium tanks. 

There are four companies who would be relied upon for the pro- 
duction of tanks in the event of an emergency. They are limited in 
number due to the size and complexity of the tank itself. These four 
companies requested to indicate their interest in bidding on the pro- 
duction of the tank were the Ford Motor Co.; the Fisher Body divi. 
sion (GMC) ; the Chrysler Corp.; and Alco Products Co., Inc. Nega- 
tive replies were received from the Ford Motor Co. and Fisher Body 
division of GMC. The Chrysler Corp. and Alco Products Co., Inc., 
indicated a desire to bid on the procurement. 

In order to provide administrative and production lead time and to 
maintain continuity in the production of the medium tank, the Army 
on August 4, 1955, requested Alco Products Co., Inc., and the Chrysler 
Corp. to submit competitive proposals for quantities of M-48 tanks. 
The sealed proposals of ‘ails corporation were required to be de- 
livered to the Army by October 11, 1955. Production of the tank 
itself was to commence on June 1, 1956. 

The Chrysler Corp. and Alco Products, Inc., at Army request, sub- 
mitted two different types of proposals. One called for the contract to 
furnish all components of the tank. The other type provided that the 
Government would procure and deliver to the successful contractor 10 
key components for the tank. These components when furnished by 
the Government are known as Government-furnished property. They 
were the engine, transmission, auxiliary engine generator, and seven 
items of fire-control equipment. 

At the time these negotiations were underway during August and 
September 1955, the Chrysler Corp. was the only active producer of 
the medium tank. They were producing under a contract for 1,800 
M-48A1 medium tanks awarded to them in September 1954 under 
the fiscal year 1955 tank procurement program. The Alco Products 
Co., Inc., had been inactive in the production of tanks since 1953, 
when it completed its last tank contract for the production of M47 
medium tanks. 

It should be noted that the model tank being produced by Chrysler 
was the M-48A1 whereas the medium tank, which the Army con- 
templated purchasing under the new contract, was an M-48A2 model 
which had several important changes incorporated from the A-1 
model by way of improvement, design, etc. 


il. THE AWARD TO ALCO PRODUCTS 


After evaluation of the proposals submitted by each corporation, 
Alco Products received an award on November 3, 1955, for a quantity 
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of 900 tanks with an option to increase the quantity to 1,200 by De- 
cember 31, 1955. However, on December 8, 1955, the Army advised 
Alco Products Co., Inc., that it would not enforce the option. 

The contract accepted by the Army was the type providing for the 
Government to furnish the 10 items of (overnment-furnished 
property. 

The contract number was DA-30-115-ORD-707. The contract 
price was $72,062,529.42. It was a fixed price supply contract, nego- 
tiated pursuant to section 2 (c) (1), Armed Services Procurement Act 
of 1947, Public Law 413, 80th Congress. It was let by the Ordnance 
Corps of the Department of the Army through the Rochester Ordnance 
District, Rochester, N. Y., and provided that a final definitized contract 
be executed within 30 days of November 3, 1955. However, due to 
the complexity of the negotiations, five extensions of time were neces- 
sary before a final definitized contract was executed on April 27, 1956. 
The contract specified that Alco Products Co., Inc., produce 900 tanks 
between June 1, 1956, and May 31, 1957, and required that the con- 
tractor deliver completed tanks at the rate of 75 per month. 

In addition to the $72,062,529.42 mentioned above, the cost of the 
property to be furnished by the Government was $32,154,928.32. Also, 
there was other material to be placed on the tanks known as “on 
vehicle” material, which raised the total cost to the Government up to 
approximately $120 million. 


IV. REQUIREMENTS OF THE DEPARTMENT OF THE ARMY 


Before the subcommittee could examine the contents and responsive- 
ness of each company’s bid proposals, it was necessary to examine the 
terms, conditions, and requirements laid down by the Army to the 
contractors in their solicitation of proposals. In other words, what 
did the Army demand and/or expect from the successful bidder ? 

The Army requested both companies to bid on the production of 900 
and 1,200 tanks separately as they were not firm as to the number of 
tanks they desired to buy. 

The companies were required to submit proposals wherein the con- 
tractor would supply all items of the tanks without any Government- 
furnished property. Conversely, the companies were requested to 
submit bids wherein the Government would supply as Government- 
furnished equipment the engine, transmission, engine generator, and 
seven items of fire-control equipment. 

In addition, there were other important requirements laid down by 
the Army involving: 

T he subcontract structure.—To insure the maintenance of the estab- 
lished production base, prospective bidders were furnished a list of 
suppliers from which sources certain items were to be purchased. For 
example, the Army desired to keep in production at least two sources 
of production for difficult, hard-to-get items such as turrets and hulls 
which are complicated items to manufacture and which involve 
a long production lead time. 

Cost of engineering.—The contractors were advised to include in 
their bids not only the cost of normal production engineering nec- 
essary for manufacturing purposes, but also to anticipate the admin- 
istrative cost for processing approximately 7,000 engineering change 
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requests (ECR’s) and 700 spare parts authorization requests 
(SPAR’s). This, of course, did not include the actual cost incurred 
by virtue of the engineering change request and the resultant engi- 
neering change order. 

Utilization of commercial plants and foundries —As the Army con- 
siders it in the best interest of the Government to maintain an effec- 
tive commercial base for the production of medium tanks and due to 
the limited procurement, the bidders were instructed not to consider 
the use of Government-owned plants or foundries. Specifically, the 
use of the Detroit Arsenal was prohibited because the decision had 
been made to place that facility in a standby status. 

Utilization of Government-owned facilities —The bidders were re- 
quested to base their proposals on rent-free use of Government-owned 
tooling and machinery. Each of these bidders already had millions 
of dollars worth of Government-owned facilities in their possession 
acquired through their previous production of tanks for the Govern- 
ment. This situation arises inasmuch as the tooling and machinery 
necessary to produce a tank are unique in that they seldom have 
any commercial ee Hence, the military departments, as a 
matter of policy, bear the expense of supplying these facilities to a 
tank manufacturer. 

The Army authorized the bidders to utilize. Government-owned 
facilities in the hands of subcontractors. They were required to sub- 
mit a list of those suppliers utilizing Government-owned facilities 
with details pertinent to such facilities together with the supplies 
to be procured. 

Layaway.—The bidders were advised to indicate separately the 
cost of reactivating the Government-owned facilities in mothballs 
(termed layaway) at their plants, together with the cost of preparing 
and pen them in re-layaway upon completion of this proposed 
supply contract. 

Type of contract—The type of contract was to be a fixed-price 
supply contract subject to price revision. Each bidder had to indi- 
cate where an upward or downward price revision might occur. 

Certification —The bidders had to certify that the proposed price 
included no pyramiding of profits resulting from intercompany trans- 
actions. 

Financial assistance —A statement was required setting forth the 
degree of financial assistance the bidder would require from the 
Government including a review of the bidder’s present position with 
respect to outstanding, or requested Government financial assistance 
and certificates of necessity. 

Small business —The bidders had to agree to grant the maximum 
amount of subcontracting to small-business concerns consistent with 
the efficient performance of the contract. 

It can readily be seen that a company in preparing a responsive and 
responsible bid in accordance with these Army requirements must go 
to considerable time and expense. It was reported to the committee 
that each company spent tens of thousands of dollars in the prepara- 
tion of their bids. 








INVESTIGATION OF THE ‘PREPAREDNESS PROGRAM 5 


vy. ALCO PRODUCTS THE LOW BIDDER 


When the Army reviewed the bid proposals submitted by the Alco 
Products Co,, Inc., and the Chrysler hae the Army found that Alco 
Products Co., Inc., was the low bidder after consideration had been 
given to the many price factors involved. 

Alco Products in their proposal submitted a bid of $69,179,400 for 
the production of 900 M-48A2 medium tanks. In the finalized con- 
tract the specified total contract price was $72,062,529.42. This 
amount represents $71,070,000 for the 900 M—48A2 medium tanks and 
$992,529.42 for spare parts. The difference between the final price 
of $71,070,000 and the bid price of $69,179,400 was accounted for in 
the cost of new facilities in converting from an M-47 to an M-48A1 
tank producer status; additional machine tools and equipment; reac- 
tivation of facilities in layaway; preparation and placing in re-lay- 
away of facilities reactivated. 

The Chrysler Corp. submitted a bid of $72,879,300 for the produc- 
tion of 900 M-48A2 medium tanks. This did not include their cost 
of spare parts, additional machine tools and equipment, reactivation 
of facilities in layaway; and, preparation and placing in re-layaway 
of facilities reactivated. 

In addition, the cost of placing the Chrysler Corp.’s present facili- 
ties (in operation on the M-48A1 tank contract)’ in layaway was not 
evaluated against them in analyzing the bids of both companies. 

The Preparedness Investigating Subcommittee analyzed the bid 
proposals submitted by each company. It compared these documents 
with the abstract of bids prepared by the Ordnance Corps. The 
abstract of bids is the basic document used by the Army in evaluating 
each company’s proposal. Our analysis revealed that all proper 
figures submitted by the companies in their bid proposals had been 
included by the Ordnance Corps in the preparation of their abstract 
of bids. The subcommittee could find no evidence to contradict the 
Army’s findings that Alco Products was the low bidder. The state- 
ment, therefore, that the Chrysler Corp. was actually the low bidder 
was not sustained by the investigation. 

However, the subcommittee felt one area of this analysis was sig- 
nificant and warranted further investigation. It was a statement by 
Alco Products in its proposal that the cost of new facilities in pro- 
ceeding from an M-47 tank producer status to an M-48A1 status— 
the tank last produced by Chrysler—was not, according to mutual 
agreement between Alco Products and the Ordnance Corps, to be 
included in the evaluation of their bid proposal. However, it was 
understood that the cost of new facilities in proceeding from an 
M-48A1 to an M-48A2 tank producer status would be evaluated by 
the Ordnance Corps in considering Alco’s bid proposal. 

In this connection it should be mentioned again that Aleo Products 
had last produced the M-47 tank and the Chrysler Corp. had last pro- 
duced the M-48A1 tank; whereas, the tank to be procured under this 
contract was a still later model, namely, the M-48AQ2. 

The Ordnance Corps in making an evaluation of the bids did, in 
fact, include the cost of all new facilities required by each company. 
However, it was concluded that if the Army had made such a com- 
mitment to the Alco Products, Inc., that it might demonstrate par- 
tiality toward Alco Products, Inc. Hence, the subcommittee ques- 
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tioned the legality of such a commitment. The assistance of the Gen- 
eral Accounting Office was solicited. 
The separate and independent investigation by the General Ac- 


counting Office of this issue was conducted and they advised the sub- 
committee as follows: 


The Ordnance Corps maintains that they did not promise 
Alco Products that the cost of facilities in question would 
not be included in the comparison of bid prices since they had 
no authority todo so. They did, however, tell Alco Products 
that they would recommend, in the event such facilities be- 
came a factor in the award, that they not be considered. The 
Army felt that any such recommendation would probably 
have been approved. 

Representatives of the Ordnance Corps, Department of the 
Army, stated that they believed the deviation from normal 
policy would have been warranted in this instance because of 
an overall policy related to the tank program. This policy is 
to establish and maintain a production “package,” (i. e., 
machine tools and equipment) for each tank produced, to be 
available in an emergency. This would mean that it would 
eventually be necessary to purchase the equipment in ques- 
tion even if no production program was contemplated. Since 
there appears to be some indication that Alco Products was 
reluctant to bid if such tooling costs were to be considered, 
the Ordnance Corps felt justified in offering this waiver to 
them. The Ordnance Corps maintains that this action as- 
sured them of competitive bids, therefore, increasing the 
possibility of obtaining a sound price for producing ae 


The General Accounting Office, after their independent investiga- 
tion into this matter, reported that “We found no evidence that the 
best interest of the Government had not been served.” 

Consequently, the subcommittee, after analyzing the pertinent 
financial considerations submitted by each company and svabuited by 


the Department of the Army, concludes that Aleo Products was, in 
fact, the low bidder. 


VI. THE TYPE CONTRACT SELECTED 


After analyzing the prices submitted by each company, the Army 
selected the proposal providing for the Army to supply the 10 items 
of Government-furnished property. It was more economical for the 
Army to buy these items and supply them to the prime contractor than 
it was for the prime contractor to purchase these items. 

The Army advanced several supplementary reasons to support the 
premise that the Government sevuld furnish these items. They stated 
it would be less cumbersome to process engineering change orders than 
it would be to process them through the prime contractor. 

Another factor entering into this decision was the capacity of the 
prime contractor to contribute sources of ingenuity and engineering 
knowledge on items where the Ordnance Corps Tank Automotive 
Command had the engineering responsibility. It is usually more ad- 
vantageous for the Government to furnish automotive and fire-control 
items. Many automotive components are interchangeable between 
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different end items, and it is easier to insure complete coordination of 
the engineering change orders affecting such interchangeable items by 
providing for Government purchase of such items. 

The final factor cited for the Government to furnish the major auto- 
motive and fire-control components was the elimination of one admin- 
istrative level; namely, the prime contractor in the processing of 
engineering-change orders and requests: 


VII. OTHER CRITERIA BESIDES PRICE CONSIDERATIONS 


Undoubtedly, the prices submitted by each company were the most 
important consideration in determining who should receive the con- 
tract. However, before an award could be made other important 
factors had to be considered. A discussion of these subsidiary areas, 
studied by the subcommittee in its investigation, is as follows: 

(a) Degree of specialization—Neither of the two bidders produces 
a commercial item similar to the M-48 medium gun tank. Chrysler 
produces commercial automotive items on a production basis. Alco 
Products is a producer of locomotives and other heavy industrial 
equipment. ‘The Army affirmed that both Alco and Chrysler had the 
engineering, technical, and production staffs capable of producing the 
M-48A2 gun tanks on a production basis. Alco had previously built 
the M-47 and Chrysler had previously built the M-48A1 tank. Each 
firm had served in the capacity of vehicle-engineering agency for 
tanks, Aleo on the M-47 ihn Chrysler on the M-48. 

(6) Performance.—Al\co Products had never produced the M-48 
tank. Consequently, their ability to perform was necessarily limited 
to their production record under the M47 tank program. The Army 
said that, although Alco had encountered delays in meeting deliverey 
on the M-47 tank program, where production schedules were 150 
tanks per month aad higher, it was believed that the anticipated pro- 
duction schedules for the M-48A2 medium tank under the current 
contraet; namely, 75 tanks per month, could be maintained by Alco 
Products. They said the current availability of supplies and mate- 
rials would permit maintenance of the delivery schedule established by 
the Army. The Army recognized that the Chrysler Corp. had per- 
formed satisfactorily in the production of M-48A1 tanks and could 
meet. the delivery schedules. 

(c) Financial status—Each company had a satisfactory financial 
status relative to the production of tanks. There were no outstanding 
progress payments or guaranteed loans to either of the prospective 
contractors. 

(d) Degree of integration —The Army specified that. the successful 
tank manufacturer not only produce the finished item but also have 
available in his overall tank ro ample space for the storage of tanks 
and facilities to perform modifications and other industrial sek fune- 
tions. ‘They were expected to prepare the vehicles in a final condition 
for direct shipment to the using Army installations and forces.. Each 
company was felt amply qualified to perform this requirement. al- 
though Alco Products’ facilities were less ample, from a storage stand- 
point, than were those of the Chrysler Corp, 

(e) H'atent of and effect on subcontracting.—The bids submitted by 
each company indicated that Alco contemplated a greater degree of 
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subcontracting than did Chrysler Corp. The Army, in limited in- 
stances, furnished a list of certain suppliers directing or suggesting 
that the manufacturer purchase the item involved from the listed com- 
pany. Otherwise, the bidders were allowed free rein in the selection 
of subcontractors. The plans of each bidder, with regard to prospec- 
tive sources for critical components, were reviewed from a mobilization 
standpoint and were considered adequate. 

(f) Location of facilities —Inasmuch as the contract was on a fixed- 
price basis, the cost of inbound transportation, except for Government- 
furnished property, did not affect the evaluation. The transportation 
costs applicable to Government-furnished property were considered, 
as were the first destination transportation costs. From the stand- 
point of location and transportation costs occasioned thereby, inbound 
transportation favored Alco Products, whereas first destination trans- 
portation favored the Chrysler Corp. 

(9) Government-owned facilities —The two bidders were instructed 
to give effect to utilization of Government-owned tooling and machin- 
ery on a rent-free basis, even in the absence of any leasing or rent agree- 
ment between the custodian of facilities and the Government. 

(h) Labor—The plant of each company was located in or near a 
large industrial area and adequate labor forces were available to each. 

(7) Small business and distressed labor areas—The question of 
favoring small business did not arise, either as to Chrysler Corp. or 
Alco Products, since neither is in this category. Also, the Government 
did not exercise any control over the size of the firms with which the 
successful bidder would deal. However, both bidders stated that they 
had in the past, and would continue in the future, to place as muc 
subcontracting work with small-business concerns as possible, consist- 
ent with efficient contracting performance. 

According to the Summary of Labor Market Developments, pub- 
lished by the Department of Labor, neither company was designated 
as being in a substantial labor-surplus area. 

(7) Economics of split procurement.—The Army concluded that 
the purchase of 900 tanks was insufficient to support an economical 
splitting of the contract between two manufacturers. As justification 
they revealed that in the negotiations for previous tank production 
of 1,800 M-48 tanks itwas shown that the cost to the Government to 
split the procurement between 2 companies would be $22 million ad- 
ditional. 

(k) Modernization of Alco’s package.—An important consideration 
in the award was the desire to modernize the facilities in the posses- 
sion of Aleo Products. They had last produced the M—47 tank where- 
as Chrysler had produced the latest model ; namely, the M-48A1 tank. 
The Army, naturally enough, endeavors to have as many tank pro- 
ducers available as possible, in the event of an emergency, who have 
had experience in producing the latest model tank. Therefore, there 
was a strong desire to bring Alco Products facilities, referred to in 
military terminology, as a “package,” up to date, with an M-48 pro- 
duction capability. 

It was reported that with the purchase of new tools under the Alco 
Products contract that the Government realized the benefit of an 
additional M-48 tank producer. 
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Vili. ASSEMBLER VERSUS PRODUCER 


It was contended to the subcommittee that the United States should 
always have a tank producer in operation similar to the Chrysler 
Corp. so that our capacity for producing this essential item .of war- 
fare would not be jeopardized, A producer of tanks is a company 
that manufactures a substantial portion of the tank at its central lo- 
cation and/or plant. This is contrasted with a company referred to 
as a tank assembler who performs few of the functions,relative to the 
manufacture of component parts. Instead, an assembler subcontracts 
with hundreds of other companies who make the individual tank parts. 
Then the parts are shipped to the plant of the tank assembler who 
performs, as the name implies, the function of putting the component 
parts together into a completed tank. 

It was stated that Aleo Products Inc. was a tank assembler and 
should not have been preferred over a producer, since the security of 
the Nation is best served by having an integrated tank producer in 
continuous operation. 

The subcommittee investigated these reports. Our inquiry revealed 
that Alco Products is basically an “assembler” and not a “producer” 
of tanks. Asa matter of fact, they machine only one substantial com- 
ponent of the tank ; namely, the top deck grille. Thus, they utilize sev- 
on mene subcontractors who make individual items and parts for 
the tank. 

The Chrysler Corp. does manufacture a significant quantity of the 
component parts for the tank, and accomplishes a substantial portion 
of the machining operations in its own plant. The machining opera- 
tions are very important in tank manufacture because, after the 
numerous castings have been made, such as turrets and hulls, they 
must be machined down to proper size for installation on the tank, 
This entails a considerable and complex operation. However, the 
Chrysler Corp. also finds it necessary to utilize hundreds of sub- 
contractors to aid in the manufacture of the complete tank. 

A study was made of the major subcontracts listed by each company 
in the bid proposals submitted to the Department of the Army. It 
revealed that on a bid price of $76,866 per tank, Aleo Products would 
subcontract $50,150.50 or a minimum of 6635 percent of the total price 
with their major subcontractors. 

The Chrysler Corp. bid $80,977 per tank. They proposed to sub- 
contract $34,548.55 with their major subcontractors. This represented 
43 percent of the total price per tank. 

It must be remembered that these figures apply only to the listed 
major subcontractors in each company’s bid proposal. The list of 
numerous other small subcontractors was not required for submission 
to the Department of the Army. However, sufficient data was avail- 
able to support the statement that the Chrysler Corp. performs a 
greater percentage of tank manufacturing operations at its plant than 
does the Alco Products Co., Inc. 

Therefore, the validity of the concept for having a tank producer 
in operation at all times, rather than a tank assembler, to insure maxi- 
mum military preparedness in the event of an emergency, was sub- 
mitted to the appropriate Army officials. The Army commented that, 
in their considered opinion, all tank manufacturers are essentially 
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assemblers and not producers due to the substantial subcontracting 
engaged in by every tank manufacturer. 

he Army maintained they are primarily concerned with receiving 
the finished tank, and do not attach any significance on the nomen- 
clature of the company manufacturing the tank. 

They do not require a tank manufacturer to produce any portion 
of the tank in his central plant but rather permit the successful 
bidder to exercise free and independent judgment as to whether they 
should make a certain tank part in their own plant or subcontract 
for the item. 

The Army relates, in conclusion, that the readiness posture of the 
United States as to our tank production capacity for war is not im- 
paired, as a result of selecting Alco Products over the Chrysler Corp. 
As a matter of fact, they said the readiness posture of the Nation 1s 
enhanced as a result of modernizing those tank facilities already 
located at Aleo Products. 

The Army pointed out that a tank producer who performs a major 
portion of the production work within his own plant in a concen- 
trated area is more susceptible to being destroyed as a result of an 
enemy attack. Therefore, the country would lose more of its tank- 
producing capacity than if there was a greater dissemination of our 
tank-manufacturing operation realized through a large subcontract 
structure in operation. They admitted that the converse argument 
also prevails; namely, in the event of enemy attack greater difficulties 
would be encountered in transporting tank parts from the numerous 
subcontractor locations to the central plant of an assembler. 

Therefore, in the final analysis the considerations are evenly bal- 
anced so that Army policy does not work in favor of or against any 
type of tank manufacturer as long as he has the capability to pro- 
duce the completed tank either himself or through his subcontract 
structure. 

IX. THE DELIVERY SCHEDULE OF ALCO PRODUCTS 


The delivery schedule established by the Department of the Army 
required Alco Products to deliver 75 M-48A2 medium tanks per 
month commencing on June 1, 1956. They were to maintain this 
schedule each month for 12 months so that the 900 tanks purchased 
under the contract would be produced by May 31, 1957. 

The subcommittee realizes from past experience that the military 
departments lay great emphasis on the importance of delivery sched- 
ules. Hence they are material elements of every contract entered into 
with commercial organizations. The military departments in order 
to properly fulfill their military mission rightfully expect contractors 
engaged in manufacturing military equipment to meet their delivery 
schedules. 

The Army said, in this instance, however, due to the complexity of 
the item being produced that they anticipated that Alco Products 
would have a slower rate of tank production in the initial months 
with a gradual buildup to the extent that they would complete the 
total contract on schedule by the end of May 1957. The Army ad- 
vised that the 75 completed tanks a month required of the contractor 
constituted a target for the tank manufacturer to aim for in the interest 
of = of production. They said it was desirable but not es- 
sential. 
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It is well known that many defense. contractors failing to meet 
their delivery schedules have been subsequently defaulted for their 
failure to deliver on schedule: Also, there have been instances where 
bidders were disqualified for stipulating that they could not mieet 
the requisite delivery schedule. Hence, the subcommittee believes 
that the Department of the Army, in the instant case, should have 
established a realistic schedule which could have been complied with. 
Otherwise, it would appear incumbent upon the Army to expect this 
company, as it does all other Government contractors, to live up to 
the delivery schedule agreed upon in the contract. 

Either the importance of maintaining delivery schedules must be 
maintaimed as a matter of military policy or the policy should be 
changed to reflect the Army’s true opinion, namely, that attainment of 
the deliver y schedule is desirable but not essential. 


X. FAILURE OF ALCO PRODUCTS TO MEET DELIVERY SCHEDULE 


In the preceding section, we stated that Alco Products was to com- 
mence delivery of M-48A2 tanks on June 1, 1956, and was to deliver 
75 completed tanks per month. 

Nearimg the end of the first month of the delivery schedule, June 26, 
1956, to be exact, no completed tanks had been delivered to the Gov- 
ernment. The status of their production was represented by 40 partly 
assembled tanks being maton at the Niskayuna Testing Facility, 
Schenectady, N. Y. 

Subsequently, in August, staff members of the subcommittee visited 
the plant to ascertain the delays being encountered in delivering tanks. 
The investigation revealed that the primary reason for the delay i in- 
volved two items known as the traversing mechanism and the cupola.’ 
The reasons for the delay on these two items are discussed subsequently 
in separate sections. 

The production record of Alco Products revealed on August 22, 
1956, that 159 tanks had come off the production line. Thirty- eight 
of these tanks had been accepted and delivered to the Government and 
the remaining 121 were in various stages of final completion involving 
attachment of the turret to the hull, road tests, and turret functional 
tests. The vast majority were awaiting installation of the traversing 
mechanism and the cupola. Under the contract 225 tanks were to have 
been delivered to the Army by the end of August. Yet, only 38 tanks 
had actually been delivered. 

During August the Department of the Army revised the delivery 
schedule of 75 tanks per month recognizing that it was impossible 
toattain. The revised schedule called for delivery of 10 tanks in July; 
60 tanks in August ; 80 tanks in September; 90 tanks in October ; 100 
tanks per month commenc ing in November 1956 and running through 
April 1957; with the final 60 tanks to be delivered in May 1957. 





1The subeommittee sought information on the progress of numerous important com- 
ponents of the tank ering the course of its investigation. One of these was the recoil 
mechanism for the 90-millimeter gun to be installed on the M—48 medium tank. The 
subcontractor for this item was the National Rubber Co., of Clifton, N. J. It was 
ascertained that 144 recoil mechanisms had been shipped to Alco Products as of August 
1956. ‘They had already been mated to the gun and had been test fired and certified for 
approval by the Army at the Erie Proying Grounds, La Carne, Ohio. 
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Under the revised schedule, Alco Products will not meet the Army’s 
original schedule of 75 tanks per month until some time in February 
1957. However, the Army declared that the revised schedule still re- 
quired the company to complete delivery of the total number of 900 
tanks by May 31, 1957, as was originally planned. 0 

Once again the subcommittee reviewed, on October 16, 1956, the 
production record of Aleo Products. It disclosed that 310 tanks had 
come off the production line and had been sent to Niskayuna for test- 
ing; 146 of hese tanks had been accepted by the Government. 

Information furnished by the Army reveals that as of December 31, 
1956, the Department of the Army had accepted delivery of 450 tanks 
from Aleo Products bringing them within 30 days of their original 
contract schedule of delivery. 


XI, THE DELAY ON THE CUPOLA 


The cupola is a component of the tank which is the tank command- 
er’s observation post at. the uppermost portion of the tank. It contains 
a 50-caliber machine gun antiaircraft mount. 

A subcontract for the production of 900 cupolas was entered into 
with the Kramer Machine and Engineering Products, Inc., Leaven- 
worth, Kans. The Kramer company contracted to deliver 20 cupolas 
in March 1956 and 75 cupolas per month commencing in April 1956 
through the remaining months until 900 cupolas had been delivered 
to Alco Products. 

The Kramer company encountered both tooling and financial diffi- 
culties which interfered and nearly stopped altogether their produc- 
tion of this item. They had applied for a financially guaranteed loan 
with the Department of the Army. After months of negotiation with 
the Department of the Army the company’s application for loan was 
finally rejected. The subcommittee does not take exception with the 
Army’s decision to reject the granting of this loan. However, it is 
believed the Army took an inordinate period of time to reach a deci- 
sion. As time was vital to the Kramer company, the Army’s delay 
reacted very unfavorably against the company, particularly in view 
of the Army’s then rigid schedule with Alco Products for finished 
tanks. 

The Kramer company’s difficulty relative to tooling concerned the 
instruments necessary to machine the castings. 

The cupola, assembled from many scan items, has three main 
components known as the body, the hatch, and the cradle. The cast- 
ings for these items were subcontracted by the Kramer company to the 
Riverside Foundry at Bettendorf, Iowa. It was the Kramer com- 
pany’s responsibility to machine these castings according to Army 
specifications and assemble all of the components into a completed 
cupola. However, many of their tools proved inadequate to perform 
the necessary machining operations. 

As of July 18, 1956, the Kramer company had been unable to make 
a single cupola of its own production. Therefore, the Army took two 
courses of action, which they said were normal practices, but which, to 
the subcommittee, appeared to be rather unusual procedure. 


(a) The sale of cupola components by the Army to Alco Products 
Specifically, as to the first course of action, the Army went to their 
own stocks at the Savanna Ordnance Depot in Illinois and made a 











INVESTIGATION OF THE PREPAREDNESS PROGRAM 13 


loan to the Kramer company of 84 bodies, 84 cradles, and 252 hatches. 
Although unassembled, these components were completely machined. 

Investigation by the subeommittee disclosed that these components 
had been originally manufactured as cupola spare parts by the Fisher 
body division, General Motors Corp., in 1954, under a previous tank 
eontract. 

The possession by the Army of the cupola components in question 
presents an interesting sidelight to this report. 

At the time the Army contracted with Fisher Body Division of 
the General Motors Corp. for the purchase of tanks, the Ordnance 
Corps had not decided whether cupola spare parts would be required. 
Engineering personnel in the Ordnance Corps had tentatively de- 
cided that they should be included in the contract. Hence, they were 
ordered. However, when the spare-parts list was finally approved, 
it was decided there should be no spare parts for the cupola. 

Meanwhile, Fisher Body Division had already ordered its castings 
for the spare cupola parts and they had been machined. These spares 
now become excess under the contract. However, the Ordnance Co 
accepted delivery of these cupola components and paid Fisher Body 
for them. The Army stored them. One may believe that this change 
of policy was a rather irrelevant matter until it is pointed out that 
this change of policy cost the Government $309,573.60. 

The cost of the cupola body components was $1,120.16 each. The 
cost of the cupola hatch components was $683.03 each and the cost of 
the cradle components was $516.15 each. This meant that the cost 
of purchasing from Fisher Body Division 84 bodies was $94,093.44. 
The cost of purchasing 84 unneeded cradles was $43,356.60. The 
cost of purchasing 252 unwanted hatches was $172,123.56. Therefore, 
the indecision as to whether or not cupola spart parts were needed 
was a very costly indecision by the Army. 

Although the original action was to lend the cupola spart parts to 
the Kramer Co. via Alco Products, it has now been determined that 
these components are surplus to the Army and they will be sold to 
Alco Products with an adjustment in their contract for the price 
thereof. The Army was, indeed, fortunate that this fortuitous need 
for cupola components arose, enabling them to recover a part of the 
Government funds invested therein. Otherwise, by their own ad- 
mission, these components were worth no more than what they would 
bring as scrap at a surplus sale. 

The subcommittee has been advised by the Army that these parts 
are thoroughly satisfactory for use on the new tanks. It is not under- 
standable, therefore, why the Army did not originally include these 
items as Government-furnished items at the time they were negotiating 
for the purchase of tanks. Such forthright action would have in- 
sured the most economical method of recovering the Government’s 
investment. Yet, the Army took no such action until the Kramer Co.’s 
production problem made it expedient to do so. 


(6) The loan of completed cupolas by the Army to Alco Products 
The second course of action took the form of lending completed 
cupolas from Army stocks at the Rock Island Arsenal, IIl., direct 
to the Alco plant at Schenectady, N. Y., so that the company could 
complete the initial tanks for acceptance by the Government. Twenty 
such cupolas were loaned to the company on June 19, 1956. Exami- 
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nation of the cupolas at the plant by subcommittee staff members 
disclosed that they had been packed by the Chrysler Corp., as recently 
as May 1956 for shipment to the Rock Island Arsenal. The cupolas 
were scheduled for installation on Army tanks already in the field 
as replacements for the obsolete type cupola then in use. The Army 
loaned Alco Products an additional 21 completed cupolas on Septem- 
ber 6, 1956. It should be pointed out that Alco Products will repay the 
Army in kind. 

It was not until the 3ist of August that the Kramer Co. was able to 
manufacture a completed cupola entirely of its own production free of 
the parts sold them by the Army. By November 6, 1956, the Kramer 
Co. had shipped 258 completed cupolas to Alco Products, 43 entirely 
of their own manufacture and 215 utilizing the Government furnished 
parts. 

In conclusion, therefore, the principal delay encountered by Alco 
Products on the cupola was the responsibility of the contractor and 
not the Government. Such was not the case on the traversing 
mechanism. 


XII, THE DELAY ON THE TRAVERSING MECHANISM 


The second major production difficulty encountered by Alco Prod- 
ucts concerned the traversing mechanism, particularly the traversing 
gearbox. Failure to receive this extremely important component 
within a reasonable time meant. that the company could not feasibly 
fasten the turret on the hull. 

The Am Gear Corp., Chicago, D11., was the subcontractor for Alco 
Products on the traversing gearbox. The primary difficulty on the 
gearbox was the delay incurred through an inability to resolve design 

roblems. This item had been approved initially for production on 
September 1, 1955. Subsequently, 5 engineering change orders were 
issued. They were issued on October 7, 1955; March 16, 1956; March 
24, 1956; May 4, 1956; and May 5, 1956, with the result that the first. 
successful gearbox could not be produced until late May 1956. 

These design problems were the fault of the Government and not 
the contractor, according to Army admission. The flow of engineer- 
ing change orders were initiated and approved by the Ordnance Corps 
in conjunction with their agent the Vehicle Engineering Agency, the 
Chrysler Corp. The Army admitted, too, that they did not give the 
manufacturer a sufficient production lead time within which to comply 
with his delivery schedule. 

As of August 22, 1956, this problem was gradually being overcome 
as 129 acceptable traversing gearboxes had been shipped to Alco Prod- 
ucts. A later survey on October 31, 1956, revealed that 368 had been 
delivered. 

In addition, problems were encountered on the control mechanisms 
for the traversing unit. The Excelo Corp. of Detroit, Mich., was 
the designer of the traversing control mechanism. One of its sub- 
sidiaries, the Cadillac Gauge Division, was selected by the Army to 
be the supplier of this item for Alco Products. 
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The Excelo Corp. had production-line difficulties which the Army 
admitted were due to Government delay. The Excelo Corp.’s planned 
delivery schedule called for shipment of 120 mechanisms by the end 
of May 1956, but, in fact, they had shipped only 5 mechanisms as of 
that. time. 

An inquiry by the subeommittee in November revealed that 338 
mechanisms had been produced by Excelo as of October 31, 1956. 
This demonstrated subetantial improvement although the com- 
pany was still materially behind their planned schedule which called 
for 495 mechanisms as of that date. Once again, the Army conceded 
that sufficient production lead time was not given the manufacturer. 

Adding these admissions it appears clear that the delay incurred 
by Alco Products on the traversing mechanism was not its own fault. 


XIII. GOVERNMENT VERSUS CONTRACTOR RESPONSIBILITY FOR DELAY 


The effort to assess responsibility for Alco Product’s failure to meet 
its delivery schedule results necessarily in a stalemate since the con- 
tractor’s responsibility for the delay in producing the cupola is clear 
while the Army’s responsibility for the aelat on the traversing mech- 
anism has been admitted. 

Army officials in a frank appraisal of the situation stated they were 
grateful for the contractor’s delay on the cupola because it offset a 
claim that Aleo Products would have placed against the Government 
if the only delay had been the Government-caused delay on the tra- 
versing mechanism. 

To say the least, it is a curious circumstance when the Government 
must. find a defense for its own shortcomings in the fact that a con- 
tractor has been equally culpable. 


XIV. HIGHLIGHTS OF THE INVESTIGATION 


In the course of a long and difficult procurement, such as the instant 
case, Army officials were called upon to make numerous decisions all 
of which cannot be expected, on the basis of hindsight, to measure up 
to optimum standards. The subcommittee concludes that the major- 
ity of decisions made concerning this procurement action reflect favor- 
ably upon the Army. However, certain actions were either unrealis- 
tic or indecisive. It was disturbing to note that some of these unfor- 
tunate actions are being repeated relative to the procurement of tanks 
for fiscal year 1957. Therefore, we have set them forth herein in the 
hope that our findings may be timely, and to the end that the Army 
will take remedial action to prevent their recurrence. 

In our opinion, the following actions by the Department of the 
Army were either unrealistic or indecisive: 

1. The delivery schedule established by the Department of the Army 
in its proposal was unrealistic as to Aleo Products because the require- 
ment calling for the production of 75 tanks per month, failed to take 
into account the fact that Alco Products was to commencée production 
from a standing start. 
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The Army now asserts that it-did not regard ‘production of 75 tanks 
per month as essential but that it was merely a desirable target at 
which to shoot. 

Prima facie a schedule established by the Government for a con- 
tractor and made a part of a contract is a requirement which he is 
bound to meet or suffer certain penalties. If this were not true, there 
would be no point in the parties entering into solemn contractual 
agreements. Parties contracting with the Government are not en- 
dowed with clairvoyant perception so that they are able to divine 
the true intention of the Government and it is concluded that 
the business of setting up highly unrealistic delivery schedules where 
there is no expectation of their realization is a game the Government 
should not engage in or force contractors to engage in. 

The Army has not benefited from this experience because in request- 
ing bid proposals from the same two companies for the production of 
tanks during fiscal year 1957, the Army required that the successful 
company ‘produce 75 tanks per month, irrespective of whether they 
were an active or inactive producer. 

2. The Army was indecisive at the time cupola spare parts were 
purchased from the Fisher Body division (GMC) under a previous 
tank contract in 1954. At the time this company received a letter of 
intent to enter into a contract, it was the Army’s tentative policy to 
buy the cupola components as spare parts. Yet, in the following 2 or 3 
months, during which a final definitized contract was being drawn up, 
the policy was changed and it was decided that no cupola component 
spare parts were needed. There appears to be little doubt that the 
Army, with its vast wealth of background and experience in tank 
procurement, could have established a firm policy at the time the letter 
of intent was given to Fisher Body. Failure to do so resulted in the 
Fisher Body division obtaining these cupola components, which the 
Government rightfully had to purchase from them, with a needless 
expenditure of funds in the amount of $309,573.60. 

3. The Army was unrealistic in that they should have advised the 
bidders at the outset that surplus cupola components were available 
in Army stocks and the successful bidder would be expected to utilize 
them .as Government-furnished property. In. failing to do so, the 
Ordnance Corps of the Army demonstrated a lack of cost conscious- 
ness. Admittedly, the cupolas were perfectly satisfactory for use on 
the new tank. Yet, the Ordnance Corps did not attempt to realize 
this potential saving to the Government until it became expedient to 
do so as a result of the inability of the Kramer Co. to manufacture the 
completed cupola. 

4. The Army was unrealistic in advising Alco Products that they 
would not consider the cost of tooling and machinery, necessary to 
bring Aleo Products from an M-47 to an M-48A1 tank-producer 
status, in evaluating their bid proposals in competition with the 
Chrysler Corp.’s bid proposal. In fact, the Army did evaluate these 
costs. However, they left the impression with Alco Products that such 
costs would not be evaluated. The only apparent reason for evaluating 
these costs against Alco Products was the fact that they remained 
the low bidder after inclusion of these costs. If the Chrysler Corp. 
had been low bidder, the Army had the option of not including these 
cost figures. This promise to Alco Products represented a departure 
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from normal policy. It is felt that deviations from the Army’s nor- 
mal policy do not work in the best interests of the Government unless 
all bidders are so advised. It mitigates against vigorous and impartial 
treatment to all competitors for Government contracts. 

5. The Army was indecisive relative to the application by the 
Kramer Co. for a loan which had to be approved by the Army. The 
Kramer Co. made prompt application for this loan and the Army 
consumed many valuable months before they reached a decision to dis- 
approve it. These time-consuming negotiations worked to the detri- 
ment of the Kramer Co. 

6. The Army is indecisive on the need for continuity of production 
in the manufacture of tanks. They have stressed on many occasions 
that there should be a tank producer in operation at all times so that 
there is no break in the chain of production. Such continuity was 
maintained by the Army in its scheduling during 1956. Alco Products 
was to commence deliveries on June 1, 1956, and the Chrysler Corp. 
was completing deliveries of M-48A1 tanks on May 31, 1956. The 
principle of continuous production is not currently being adhered 
to, however, as we point out in the following section XV. 

7. The Army was indecisive in the treatment accorded the sub- 
committee during its investigation. One of the earliest steps 
undertaken by the subcommittee in its investigation was the re- 
quest for the bid proposals of Aleo Products and the Chrysler Corp. 
This information was basic for the pursuit and fulfillment of our 
authorized functions and responsibilities in reviewing procurement 
actions of the Military Establishment. The Army delayed their 
submission to the subcommittee for 3 months. The subcommittee was 
advised that the Army’s hesitancy at turning over the information was 
based on the apprehension that the information might be inappro- 
priately disclosed. The subcommittee informed Army officials of its 
policy not to disclose any information received beyond official chan- 
nels except in cases where public release of the information was deemed 
to be in the public interest. Further delays ensued and the docu- 
ments were not forthcoming until several conferences were held. 
eee? the progress of the investigation was being constantly 
impeded. 

For the Army to set itself up as the judge of what should and what 
should not be released for public information, save on the questions of 
national security and exemptions provided by law, would compro- 
mise the subcommittee and stultify its proper investigative functions. 
With the power to impede or stifle public knowledge residing in the 
Military Establishment, those investigated would, in effect, become 
the investigators and the authority and functioning of committees of 
Congress would be nonexistent. The net effect could be the denial to 
the American public of that information and knowledge, upon the 
basis of which they could decide whether or not censurable conduct has 
been disclosed, and whether or not their interests have been served 
or disregarded. The subcommittee proposes to vindicate the right 
of the American people, to such knowledge and we take this oppor- 
tunity’ to’ correct. the Army’s misapprehension’ as to who is*vested 
with the guardianship of the public interest in appropriate disclosure. 

Normally, personnel in the military eatablishiticnts give cheerful 
heed and accurate attention to the subcommittee’s requests for in- 
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formation. In this investigation, however, there were instances in 
which the general rule was not observed. It is hardly necessary to 
point out that the effective and proper discharge of the subcommittee’s 
responsibilities to the American people and the Congress require the 


full cooperation of all military and civilian officials in the Department 
of Defense. 


XV. THE NEED FOR TANKS DURING FISCAL YEAR 1957 


Out of the tank investigation proper grew an important collateral 
issue, namely, whether sufficient quantities of tanks were being pro- 
cured to meet the need of our Armed Forces and the requirements of 
friendly nations receiving tanks under the mutual defense assistance 
program. As a result, the subcommittee undertook an examination 
of the Army’s 1957 tank requirements. 

Army officials responsible for our preparedness in this area report 
that our need for tanks has been largely met relative to our own 
forces in being and those countries receiving tanks under the mutual 
defense assistance program (MDAP). 

So much for the current need. The real issue arises with respect 
to the need for a continuing tank program. The Army prop- 
erly justifies the need for such a program pointing out that (1) 
it would build up our supply of tanks so that we could properly meet 
an emergency; (2) it would modernize the supply of tanks on hand; 
and (3) the continuing production would reduce the number of cur- 
rent, modern tanks required to be on hand because quick expansion 
of production in an emergency would be facilitated. 

The Army has announced its intention to maintain continuity of 
tank production during fiscal year 1957. In testimony presented be- 
fore the Subcommittee on Appropriations of the House of Representa- 
tives on March 28, 1956, Lt. Ben Carter B. MeGruder, Deputy Chief 
of Staff for Logistics, made the following statement : 


Because of your previous interest in the medium tank I 
wish to call to your attention that this item is not in the de- 
tailed program for fiscal year 1957. The tank is one of the 
highest priority items of the Army today and every efiort 
must be made to insure its continued production. The tank 
provides great protection against atomic blasts and permits 
motion across an atomic battlefield. It remains a prime item 
of modern warfare. Our obligational plan did not permit 
the inclusion of this item primarily because of the financial 
support required for the production of guided missiles. 
However, the Army still plans to continue production of this 
weapon for another year and expects to obtain the necessary 
funds through utilization of reimbursements. It therefore 
appears in our shopping lists. [Italic supplied. | 


The preparations for continuity of production of this “high priority” 
weapon does not appear suitable to or commensurate with the char- 
acterization of the weapon in terms of critical need. Neither in fund- 
ing nor planning have the Army’s actions measured up to such need. 

An action consistent with the declared importance of the procure- 
ment would have been the direct request to the Congress for funds 











INVESTIGATION OF THE PREPAREDNESS PROGRAM 19 


earmarked for tanks. For fiscal years 1955, 1956, and 1957 no such 
request was made, Instead procurement programs supported by 
schedules, called “shopping lists,” were submitted for congressional ap- 
proval. The funding for the tanks under these schedules was to come 
from unspent funds Teft over in other budgeted accounts and through 
MDAP reimbursements. Thus, the funding lacked the certainty and 
firmness of a direct earmarking of requested funds. For one thing, no 
one can tell whether the need for other items will exhaust the money 
in those accounts where the tanks’ funds were to come from. This 
appears to be exactly what happened. Although 1,800 tanks were 
planned for purchase during fiscal year 1956, the need for other 
weapons nipple it, and only 900 tanks were purchased. 

The further testimony of General McGruder on the same day and 
before the same subcommittee throws light on the diversionary process. 
The testimony follows: 


We accepted the reduction from 1,800 to 900 because we 
hope to continue production at a lower rate indefinitely, being 
far more anxious to keep the production base operating rather 
than to have a larger number now and then lose the produc- 
tion base. The continued operation of that base permits us to 
ir on the latest improvements and it also gives us the capa- 

ility of turning out tanks more rapidly in the event we have a 
period of intensively strained relations. 

Because of the necessity of putting a greater amount of 
money into the guided missile program this year, we willingly 
agreed to the reduction in the tank program coupled with the 
continuation of the production base. We would be more con- 
cerned at losing the production base rather than the reduction 
from 1,800 to 900 tanks this year. 


The planning for fiscal year 1957 has not measured up to this 
asserted and unquestionable requirement. Although General Me- 
Gruder stated iq 1956 that the Army plans continuity of pro- 
duction, and schedules were established for 900 tanks, no. purchase 
plans had been made and as of November 30, 1956, little further pro- 
gress has been made. The details of the following chronology are 
offered to show the laggard nature of the fiscal year 1957 procurement. 

In July 1956, proposals were solicited for the manufacture of 900 
M-48 medium tanks. Proposals were solicited from the Chrysler 
Corp., Alco Products, Fisher Body division (GMC), and the Ford 
Motor Co. The bids were to be submitted by September 14, 1956, 
and the award made on or about October 20, 1956. The bids were to 
remain firm for 60 days and so the time for acceptance was to expire 
on November 18, 1956. The Chrysler Corp. and Alco Products were 
the only bidders. However, Alco Products withdrew shortly after 
submitting their bid leaving the Chrysler Corp. as the only, bidder. 
Although the Army had been required to accept. by November 13, 
1956, it asked the Chrysler Corp. for an extension of its firm bid price 
until December 1, 1956. 

As of December 1, 1956, the Army still had not decided whether 


it was going to award a contract for fiscal year 1957 tank procure- 
ment. 
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From the foregoing we think it may fairly be deduced that: the 
avowed plan for continuity of tank production is in jeopardy. To 
maintain this continuity the successful bidder must undertake pro- 
duction on June 1, 1957, since the Alco contract will terminate on 
May 31, 1957. The Army has admitted that many of the subcon- 
tractors of the prime contractor require 7 to 9 months production lead 
time and, in turn, these subcontractors must furnish their finished 
parts and supply them to the prime contractor a month or so in ad- 
vance of the prime contractor’s scheduled initial delivery. As a re- 
sult, it is our conclusion at this time that the chances for continuity 
of production are extremely remote. 

The subcommittee concludes that, despite the Army requirement for 
tanks, it lacks either the funds or the authority to consummate a tank 
contract. In view of General McGruder’s statement as to the value 
of tanks even during atomic warfare, it is of concern to this subcom- 
mittee as to why the Army is delaying the purchase of tanks. The 
responsibility for the delay lies either with the Army, the procure- 
ment agent or the Department of Defense, the source for funding 
authorization. The subcommittee will expect both Departments to 
justify their actions in this regard. 


XVI. CONCLUSIONS 


Asa result of this investigation, the subcommittee makes the follow- 
ing formal conclusions: 

1. Alco Products Co., Inc., was the low bidder for the production 
of 900 M-48A2 medium tanks and, from the standpoint of price, this 
award was in the best interests of the Government. 

2. Alco Products Co., Inc., has not met. the delivery schedule estab- 
lished by the Department of Army. Commencing on June 1, 1956, 
Alco Products was to deliver 75 tanks per month to the Army during 
the 12-month production span of the contract. As of October 16, 
1956, only 146 ‘tanks had: been accepted by the Government. Consider- 
ing that this company was initiating M-48 tank production for the 
first time, the Army’s delivery schedule was unfair to the company. 
However, as of December 31, 1956, Alco Products had delivered 450 
tanks to the Government and they are within 30 days of their original 
schedule. 

3. The Department of the Army, in a previous tank contract in 
1954 with Fisher Body Division (GMC), purchased substantial 
quantities of cupola component parts which were not needed. The 
cupolas were re as a result of an indecisive policy wherein 
the Army authorized their procurement before the Army’s require- 
ments were known. As a result of this lack of a firm policy, the 
Government néedlessly expended $309,573.60. The current investiga- 
tion brought this improvident expenditure to light. 

The cupola components in question were sold to Alco Products by 
the Army when Alco’s subcontractor for the cupola ran into difficulties 
in attempting to manufacture the parts. The transfer of the parts 
to Aleo Products resulted in bailing out the contractor but at the same 
time, operated to the benefit of the Army in relieving it of the results 
of its own overprocurement. 

4. The military requirement for tanks during the past 4 years has 
been dependent on the existence of a tank producer in operation at 
alltimes. The continuity of tank production for fiscal year 1957 is in 
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jeopardy because of indecision and delay in the Military Establish- 
ment. Although all ordnance districts were alerted to be prepared to 
award a tank contract on or about October 20, 1956, no award had 
been made as of January 31, 1957. 

5. The reprograming of funds from other military accounts and 
reimbursements received from the military defense assistance program 
for tanks delivered to our allies has been the sole financial support for 
the continuity of tank production during fiscal years 1955 and 1956. 
During ‘these years the Army) requested no: funds from. the; Con 
for tank production. The military budget for fiscal year 1957 did not 
provide funds for tank production. Although the Army needs the 
tanks-and requested authority to purchase the tanks (1) to maintain 
continuity of production, and (2) to meet their military commitments, 
the exact source. of the funds to provide for the new procurement 
remains a mystery, as it is subject to the vicissitudes of funding from 
other accounts. We conclude this is the reason for the delay in failing 
to award a tank contract. 

6. Lacking the final authority from the Department of Defense to 
award a contract, the Army, in the interest of continuity of produc- 
tion, solicited proposals from tank producers for 900 medium tanks 
representing its 1957 tank procurement purchases. The cost by a 
bidding company in the preparation of a responsive bid runs into the 
tens of thousands of dollars. Where there is no firm program, it 
would seem that the solicitation of proposals may be unfair to bidders 
since they are put to considerable expense for a program which may 
or may not come to fruition, due to lack of funding, or other reasons. 
The imevitable result would be loss of good will toward the military 
departments. 

¢. Manufacturers doing business with the armed services are en- 
titled to uniform and impartial treatment. Deviations from this 
policy relative to granting waivers to one contractor and not another 
contractor on competitive bids for Government. business, are ill-ad- 
vised unless all bidders are on notice to this effect. 

s. The subcommittee was denied early access to the bid pro Is 
of Alco Products Co., Inc., and the Chrysler Corp., and the delay in 
furnishing this information seriously impeded the progress of the 
investigation. 

XVII.. RECOMMENDATIONS 


Itus recommended that— 

1. Tlie Secretary of the Army should. present a detailed report - 
to the subeommittee on the military necessity for -the~purehase: of 
tanks during fiscal year 1957. 

2. The Secretary of the Army and the Secretary of Defense should 
furnish reports to the subcommittee stating the reasons, funding or 
otherwise, for the failure to award a contract for this important 
weapon in our arsenal of defense, recognizing that this failure has 
already resulted in the loss of continuity of production admitted as 
essential by the Department of the Army. 

3. The Secretary of the Army should institute an appraisal of com- 
ponent parts inventories to determine if excess stocks on hand may 
appropriately be supplied as Government furnished property on cur- 


rent contracts, thereby insuring recovery of the Government’s in- 
vestment. 
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4. All military departments should make certain that, except in 
extraordinary circumstances, they have a firm program and funds 
available before soliciting commercial organizations for the manufac- 
ture of military equipment. 

5. All military departments should carefully review the existing 
practice of making monthly delivery schedules essential provisions of 
procurement contracts with a view to determining whether such sched- 
ules could not be better designated as desirable guidelines rather than 
material parts of such contracts, the nonobservance of which results 
in a breach of the contract. 

6. The Secretaries of each military service should take steps to in- 
sure the prompt and complete fulfillment of requests for information 
by this subcommittee so that no interference will take place in the 
discharge of its duties to the American people and its responsibilities 
imposed by the Congress of the United States. 





